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INDEPENDENT AUDITOR’SREPORT

To the Industrial Commission
State of North Dakota
Bismarck, North Dakota

We have audited the accompanying financial statements of the business-type activities of the North Dakota
Guaranteed Student Loan Program, a department of the State of North Dakota, as of and for the years ended
September 30, 2007 and 2006, which collectively comprise the North Dakota Guaranteed Student Loan
Program’s basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the Program's management. Our responsibility is to express an opinion on these financia
statements based on our audit.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on atest basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by management as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

Asdiscussed in Note 1, the financia statements of North Dakota Guaranteed Student Loan Program are intended
to present the financia position, the changes in financia position, and the cash flows of only that portion of the
business-type activities of the State of North Dakota that is attributable to the transactions of North Dakota
Guaranteed Student Loan Program. They do not purport to, and do not, present fairly the financial position of the
State of North Dakota as of September 30, 2007 and 2006, and the changes in its financial position and cash
flows, where applicable, for the years then ended in conformity with accounting principles generally accepted in
the United States of America.

In our opinion, the financial statements referred to above present fairly, in al material respects, the financial position
of the business-type activities of the North Dakota Guaranteed Student Loan Program as of September 30, 2007 and
2006 and the results of its operations and cash flows for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

RSM McGladrey Network

An Independently Owned Member



In accordance with Government Auditing Sandards, we have also issued our report dated November 13, 2007, on
our consideration of the North Dakota Guaranteed Student Loan Program's internal control over financia
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts and grants
agreements and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing and not to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis (MD&A) on pages 3 through 8 are not a required part of the basic
financial statements but is supplementary information required by the Government Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the supplementary information. However, we did not audit the
information and express no opinion on it.

Our audits were conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the North Dakota Guaranteed Student Loan Program’s basic financial statements. The combining
schedules and supplementary information as listed in the table of contents are presented for purposes of additional
analysis and are not a required part of the basic financial statements. The accompanying Schedule of
Expenditures of Federal Awardsis also presented for purposes of additional analysis as required by U.S. Office of
Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations,
and is also not a required part of the basic financial statements. Such information has been subjected to the
auditing procedures applied in the audits of the basic financial statements and, in our opinion, are fairly stated in
all material respectsin relation to the basic financial statements taken as awhole.

By M=

BRADY, MARTZ & ASSOCIATES, P.C.

November 13, 2007



NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
MANAGEMENT’S DISCUSSION AND ANALYSIS
SEPTEMBER 30, 2007 AND 2006

The North Dakota Guaranteed Student Loan Program (the Program) has been designated to act as a guarantor of
student loans made pursuant to the Higher Education Act of 1965, as amended (the Act), and certain other student
loans if the North Dakota Industrial Commission determines that the student loans made under the terms of
certain federal programs are no longer meeting the needs of North Dakota students, or are no longer available.
Operationally, the Program is comprised of three components — an Agency Operating Fund (the AOF), an
Alternative Loan Fund, both of which are property of the Program, and a separate group of monies administered
by the Program (the Federal Student Loan Reserve Fund (FSLRF)), the net assets of which are property of the
Federal Government and are reported as a liability to the Federal Government.

Note 1 to the financial statements provides a discussion of the organization and significant accounting policies of
the Program. The financia statements of the Program provide accounting information similar to that of many
other business entities. The Balance Sheet summarizes the assets, liabilities and net assets of the Program and
provides the basis for analysis of the soundness and liquidity of the organization. The Statement of Revenues,
Expenses and Changes in Fund Net Assets summarizes the success of the organization in carrying out its business
over the course of the most recent fiscal periods. The Statement of Cash Flows summarizes the flow of cash
through the organization as it conducts its business.

The discussion and analysis of the financial performance of the Program which follows is meant to provide
additional insight into the Program’s activities for the fiscal year ended September 30, 2007. Please read it in
conjunction with the Program’s financial statements and footnotes which are presented elsewhere in this report.
Please note that the Program continues to have adequate resources to act as a guarantor of student loans and the
auditor’ s opinions which accompany the financial statements and the supplementary information are unqualified.

FINANCIAL HIGHLIGHTS - - 2007

Agency Operating Fund

Loans eligible for the loan processing and issuance fee in the fiscal year ending September 30, 2007 were $140
million compared to $135 million in the fiscal year ending September 30, 2006. A fee of .40% is paid to the
Program by the Federal Government.

The original principal amount of the Program’s Federal Family Education Loan guarantees outstanding at the end
of fiscal year 2007 totaled $969 million compared to $919 million at the end of fiscal year 2006. This 5% increase
provided an additional $51,800 in account maintenance feesto the AOF for the fiscal year.

The Program provided first time default aversion activities on $34 million in delinquent loans held by lenders

during the fiscal year ending September 30, 2007 compared to $30 million during the fiscal year ended September
30, 2006. A one-time fee of 1% isreceived from the FSLRF for this service.

(continued on next page) 3



MANAGEMENT’S DISCUSSION AND ANALY SIS - page 2

Collection revenue during the fiscal year ending September 30, 2007 was $1,450,000 compared to $1,830,000
received in the fiscal year ending September 30, 2006. The Program receives these revenues as reimbursement for
collection efforts performed for the Department of Education (the Department).

The Agency Operating Fund unrestricted balance sheet indicates that there are adequate resources to meet the next
fiscal year's obligations.

Federal Sudent Loan Reserve Fund

The reserve ratio of the FSLRF, calculated by dividing the sum of the FSLRF liability account and the allowance
for loan loss by the original principal amount of guarantees outstanding, is .57% as of September 30, 2007. The
minimum reserve ratio alowed by federal law is .25%.

State law requires that the Program must maintain a .25% reserve fund on deposit with the Bank of North Dakota
(the Bank) for the original principal amount of all outstanding student loans insured or guaranteed by the Program
which are subject to federal reinsurance. Sufficient reserve funds were in place at September 30, 2007.

The Program must maintain a reinsurance rate of less that 5% in order to receive the maximum reimbursement from
the Federal Government on loan claims. The Program’ s reinsurance rate of .77% is well under this limitation.

The Federal Student Loan Reserve Fund 2007 balance sheet indicates that the FSLRF has adequate resources to
provide for claim paymentsto lenders.

Alternative Loan Fund

State law requires that the Program must maintain a reserve fund on deposit with the Bank for all outstanding
Alternative Loans. The fund level may be no |less than the Bank of North Dakota historical default rate. Sufficient
reserve funds were in place at September 30, 2007.

Alternative Loan Fund guarantees during the fiscal year ending September 30, 2007 were $36.8 million compared
to $28.7 million guaranteed during the fiscal year ending September 30, 2006. A 2% administrative fee is
received for loans disbursed under this program.

Alternative Loan Fund guarantees outstanding at the end of fiscal year 2007 totaled $99 million compared to
$69 million at the end of fiscal year 2006.

The Alternative Loan Fund 2007 balance sheet indicates that the Alternative Loan Fund has adequate resources to
provide for new loan guarantees, claim payments to lenders and continuing obligations.

(continued on next page) 4



MANAGEMENT’S DISCUSSION AND ANALY SIS - page 3

CONDENSED BALANCE SHEETS
SEPTEMBER 30, 2007 AND 2006

(In Thousands)

2007 2006
ASSETS
Current assets
Cash and cash equivalents
Unrestricted $ 1,321 $ 1,368
Restricted 3,524 2,479
Investments
Unrestricted 7,086 5,963
Restricted 2,212 2,373
Receivables
Unrestricted 802 880
Restricted 2,343 1,652
Total current assets 17,288 14,715
Total assets $ 17,288 $ 14,715
LIABILITIES
Current liabilities
Payable to Department of Education $ - $ 350
Other 3,446 2,809
Tota current liabilities 3,446 3,159
Noncurrent liabilities
Allowance for future loan losses 3,530 3,046
Federal Student Loan Reserve Fund 3,173 2,209
Other 1,596 1,176
Tota noncurrent liabilities 8,299 6,431
Total liabilities 11,745 9,590
NET ASSETS
Restricted for default prevention activities 659 777
Unrestricted 4,884 4,348
Total net assets 5,543 5,125
Total liabilities and net assets $ 17,288 $ 14,715

(continued on next page)




MANAGEMENT’S DISCUSSION AND ANALY SIS - page 4

Cash and Cash Equivalents

The Program considers all cash and time deposits with original maturities of three months or less to be cash and
cash equivalents for purposes of reporting cash flows.

Receivables

The receivable balances are comprised of interest, administrative fee, reinsurance payments and various fees due
to the Program as of the end of each year. Of these amounts, 85% and 76% were due from the Department as of
the end of fiscal years 2007 and 2006, respectively.

Capital Assets

The amount shown as capital assets represents the unamortized balance of the Program’s investment in computer
software developed for internal use as discussed in Notes 1 and 4 to the financial statements.

Allowance for Future Loan Losses

The Program estimates the allowance for future loan losses based on periodic evaluation of outstanding loans
guaranteed and historical claim rates on the Program’ s guarantee activities.

Payable to Department of Education, Pub. L 105-33 Recall and the Higher Education Amendments of 1998

The Balanced Budget Act of 1997 and the Act collectively require the Department to recall portions of the reserve
funds held by guarantee agencies. The Program’s share of these recalls is discussed in greater detail in Note 9 to
the financial statements.

Federal Sudent Loan Reserve Fund

The balance in this account represents the Federal Government’s share of the total assets of the Program as
discussed in Notes 1 and 5 to the financial statements.

(continued on next page) 6



MANAGEMENT’S DISCUSSION AND ANALYSIS - page 5

CONDENSED STATEMENTS OF REVENUES, EXPENSESAND CHANGESIN NET ASSETS
YEARSENDED SEPTEMBER 30, 2007 AND 2006

(In Thousands)

2007 2006

OPERATING REVENUES

Administrative fee $ 534 $ 426

Loan recoveries net of DOE share 500 502

Rehabilitation loans net of DOE share 359 355

Collection cost revenues net of DOE share 598 980

Fee revenues 1,873 1,759

3,864 4,022

OPERATING EXPENSES

Service and administrative expense 2,468 2,409

Loan loss expense 644 (1,456)

Other expenses 281 800

3,393 1,753

OPERATING INCOME 471 2,269
NONOPERATING REVENUES

Interest income 344 237
INCOME BEFORE TRANSFERS 815 2,506
TRANSFERS

Transfers out (397) (385)
CHANGE IN NET ASSETS 418 2,121
TOTAL NET ASSETS - BEGINNING OF YEAR 5,125 3,004
TOTAL NET ASSETS - ENDING OF YEAR $ 5,543 $ 5,125

Operating Revenues and Expenses

Note 1 to the financial statements contains discussion of several of the various operating revenue and expense
items pertaining to Program operations.

Note 2 to the financial statements contains discussion of the Program electing to change its calculation for the
estimate of the allowance for future loan losses for the Alternative Loan Fund. This change resulted in a credit for
loan loss expense in 2006.



MANAGEMENT’S DISCUSSION AND ANALY SIS - page 6

Service and Administrative Expense - Bank of North Dakota and Operating Transfers

The Program has entered into a number of agreements as discussed in Note 6 to the financial statements pertaining
to related party transactions. Several of these agreements resulted in payments between the various parties either to
pay claims on student loans guaranteed by the Program, to fund operations of the Program, or to fund operations of
the University of North Dakota (UND) on behalf of the Higher Education Computer Network (HECN) in support of
the North Dakota University System.

Economic Factors

Discussion at Notes 1, 8, and 9 to the financial statements indicate that the Program has an economic dependence
on the Department for reinsurance of student loans guaranteed by the Program, and for the payment of certain
activity based fees for the Program’ s administration of the loan programs for the Department.

Note 6 also provides information relative to transfers of funds from the Program to UND on behalf of HECN to
fund a portion of their activitiesin support of the North Dakota University System.

Budgetary | nformation

As discussed in Note 1 to the financial statements, the North Dakota Century Code designates the Bank as the
agency to administer the Program. The Bank’s operations are funded under a biennial appropriation approved by
the state legislature which encompasses the Bank’s operations, including those of the Program. Section 15-62.1-
01 of the North Dakota Century Code aso provides continuing appropriation authority to expend monies received
and interest earned as may be necessary to implement and administer the Program. Since the legislature does not
identify separate appropriation funding for the Program, it is not possible to prepare an anaysis of actua
performance to appropriation for the Program.

Contacting the North Dakota Guaranteed Sudent Loan Program's financial management
The information in this report is intended to provide the reader with an overview of the results of the Program’s

operations along with the Program’'s accountability for those operations. If you have questions or require
additional information, contact us at PO Box 5524, Bismarck, ND 58506-5524, or call us at 701-328-5621.



NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM

BALANCE SHEETS
SEPTEMBER 30, 2007 AND 2006

ASSETS

CURRENT ASSETS
Cash and cash equival ents
Unrestricted
Restricted

Investments
Unrestricted
Restricted

Receivables
Unrestricted
Interest
Department of Education
Account maintenance fee
Loan processing and issuance fee
Administrative fee
Other receivables

Restricted
Interest
Default fee
Federal reinsurance

Total receivables

Total current assets

NONCURRENT ASSETS - Unrestricted
Capital assets
Computer software
Accumulated amortization
Total capital assets

Total assets

See Notes to Financia Statements

2007 2006
$ 1,320,964 1,367,949
3,524,401 2,478,912
7,085,600 5,962,689
2,211,700 2,372,666
176,941 67,889
95 340
283,563 399,572
246,132 214,322
95,101 197,695
- 272
40,939 28,679
152,495 303,511
2,149,807 1,320,200
3,145,073 2,532,480
17,287,738 14,714,696
3,819,514 3,819,514
(3,819,514) (3,819,514)
$ 17,287,738 14,714,696




CURRENT LIABILITIES
Due to other funds
Payable to lenders
Collections payable
Department of Education
Unearned administrative fee
Allowance for future loan losses
Estimated future refunds of DAF
Payableto U. S. Department of Education
Higher Education Amendments of 1998
Other payables

Total current liabilities
NONCURRENT LIABILITIES
Unearned administrative fee
Allowance for future | osses
Estimated future refunds
of default aversion fees
Federal Student Loan Reserve Fund
Total noncurrent liabilities
Totd liabilities
NET ASSETS

Restricted for default prevention activities
Unrestricted

Tota net assets

Tota liabilities and net assets

$ 194,729 $ 667,214
1,668,454 674,015
215,452 205,824
597,000 620,000
681,000 581,000

81,000 60,000

- 350,462

8,820 375
3,446,455 3,158,890
1,373,941 1,003,554
3,530,000 3,046,000
222,000 172,000
3,172,503 2,208,920
8,298,444 6,430,474
11,744,899 9,589,364
659,025 777,559
4,883,814 4,347,773
5,542,839 5,125,332

$ 17,287,738 $ 14,714,696




NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
STATEMENTSOF REVENUES, EXPENSES AND CHANGESIN FUND NET ASSETS
SEPTEMBER 30, 2007 AND 2006

2007 2006
OPERATING REVENUES
Administrative fee $ 533,978 $ 425,727
Loan recoveries, net of remittance to Department of
Education of $1,651,379 in 2007 and $1,706,720 in 2006 500,176 501,883
Rehabilitated loans, net of remittance to Department of
Education of $1,402,557 in 2007 and $1,556,350 in 2006 359,412 355,323
Collection cost revenues, net of remittance to Department of
Education of $224,090 in 2007 597,755 979,954
Loan processing and issuance fees 558,080 541,978
Account maintenance fees 969,335 918,553
Default aversion fees 337,739 298,208
Miscellaneous income 7,458 66
3,863,933 4,021,692
OPERATING EXPENSES
Service and administrative expense 2,467,741 2,408,538
Default prevention activities 146,649 204,331
Loan loss expense 644,214 (1,455,952)
Amortization of computer software - 476,325
DAF refund provision 135,173 119,611
3,393,777 1,752,853
OPERATING INCOME 470,156 2,268,839
NONOPERATING REVENUES
Interest income 343,866 237,570
INCOME BEFORE TRANSFERS 814,022 2,506,409
TRANSFERS
Transfer to University of North Dakota (396,515) (385,496)
CHANGE IN NET ASSETS 417,507 2,120,913
TOTAL NET ASSETS, BEGINNING OF YEAR 5,125,332 3,004,419
TOTAL NET ASSETS, END OF YEAR $ 5,542,839 $ 5125332

See Notes to Financia Statements 10



NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM

STATEMENTSOF CASH FLOWS
YEARSENDED SEPTEMBER 30, 2007 AND 2006

OPERATING ACTIVITIES
L oan recoveries received from borrowers
Loan recoveries remitted to DOE
Loan loss claims paid to lenders - BND
Loan loss claims paid to other lenders
Loan loss claims received from DOE
Rehab loan proceeds received from lenders - BND
Rehab |oan proceeds remitted to DOE
Cash transferred to DOE for reserve recall
Collections received from borrowers

Loan processing and issuance fees received from DOE

Account maintenance fees received from DOE
Default fees received from borrowers and lenders
Administrative fee received from borrowers
Servicing feesreceived

Service and administrative expense paid - BND

NET CASH FROM OPERATING ACTIVITIES

NON-CAPITAL FINANCING ACTIVITIES
Cash transferred to University of North Dakota

INVESTING ACTIVITIES
Proceeds from investment maturities - BND
Purchase of investments - BND
Interest received

NET CASH FROM (USED FOR) INVESTING ACTIVITIES
NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

(continued on next page)

2007 2006
2216991  $ 2,210,542
(1,645,793) (1,672,730)
(5,380,817) (4,634,541)
(2,600,309) (2,131,596)
7,714,676 6,644,171
2,150,142 2,265,287
(1,398,515) (1,481,231)
(350,462) (350,462)
278,811 624,154
526,270 536,949
1,098,183 146,274
1,474,367 202,523
983,959 892,202
- 66
(3,086,779) (2,959,938)
1,980,724 291,670
(396,515) (385,496)
8,612,377 10,018,407
(9,574,322) (9,610,317)
376,240 354,176
(585,705) 762,266
998,504 668,440
3,846,861 3,178,421
4845365  $ 3,846,861

11



STATEMENTSOF CASH FLOWS —page 2

2007 2006

RECONCILIATION OF OPERATING INCOME TO NET
CASH FROM OPERATING ACTIVITIES
Operating income $ 470,156 $ 2,268,839
Adjustments to reconcile operating income to
net cash from operating activities

Sale of software - 40,912
Loan loss expense 584,000 (1,557,000)
Amortization of computer software - 476,325
DAF refund provision, net of refunds 71,000 61,000
Changesin assets and liabilities:
Due from other funds - 202
Administrative fee receivable - BND 102,594 (59,402)
Default fee receivable 151,016 (303,511)
Department of Education receivable (829,362) 169,349
Account maintenance fee receivable 116,009 (376,093)
Loan processing and issuance fee receivable (31,810) (5,029)
Other receivables 272 2,324
Unearned administrative fee 347,387 525,877
Due to other funds (472,485) (389,921)
Payable to lenders 994,439 13,782
Collections payable 9,628 (9,210)
Other payables 8,445 (1,505)
Department of Education payable (350,462) (350,462)
Federal Student Loan Reserve Fund, net of interest 809,897 (214,807)
NET CASH FROM OPERATING ACTIVITIES $ 1,980,724 $ 291,670

See Notes to Financia Statements 12



NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
NOTESTO FINANCIAL STATEMENTS
SEPTEMBER 30, 2007 AND 2006

NOTE 1- SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

Section 15-62.1 of the North Dakota Century Code (NDCC) designates the Bank of North Dakota (the Bank) as
the agency for the administration of the North Dakota Guaranteed Student Loan Program (the Program). The
Program shall expend monies received and interest on the reserve funds established pursuant to this section of the
NDCC as may be necessary to implement and administer the Program. The Program has been designated to act as
a guarantor of student loans made pursuant to the Higher Education Act of 1965, as amended (the Act), and
certain other student loans if the North Dakota Industrial Commission determines that student loans made under
the terms of certain federal programs are no longer meeting the needs of North Dakota students, or are no longer
available. As such, the Program is responsible for processing loans submitted for guarantee, issuing loan
guarantees, providing collection assistance to lenders for delinquent loans, paying lender claims for loans and
collecting loans on which default claims have been paid.

The Program is comprised of three components — an Agency Operating Fund (the AOF), an Alternative Loan
Fund and a separate group of monies administered by the Program (the Federa Student Loan Reserve Fund
(FSLRF)). The AOF and any future earnings of the fund are the property of the Program, and may be used for
application processing, loan disbursement, enrollment and repayment status management, default aversion
activities, default collection activities, school and lender training, financial aid awareness and related outreach
activities, compliance monitoring and other student financial aid related activities as selected by the Program. The
Alternative Loan Fund and any earnings on the fund are property of the Program and may be used to fund the
operations of the Program in its role as a guarantor of student loans outside the scope of the Act. The FSLRF and
any earnings thereon are the sole property of the Federal Government, and may only be used to pay claims and
certain specified fees.

In accordance with the provisions of the Act, the Program has entered into certain contracts with the U.S. Department
of Education (the Department). These contracts define the responsbilities of the Program to the Department and
qualify the Program for various forms of payment available under the Act. The basic agreement provides for the
qualification of borrowers and participating lenders whose loans are guaranteed by the Program for federa interest
benefits. Other agreements provide for reinsurance of loans with the Federal Government.

Reporting Entity

In accordance with Governmental Accounting Standards Board (GASB) Statement No. 14, The Financial
Reporting Entity, the Program should include all component units over which the Program exercises such aspects
as (1) appointing a voting majority of an organization's governing body and (2) has the ability to impose its will
on that organization, or (3) the potential for the organization to provide specific financial benefits to, or impose
specific financial burdens on the Program.

Based on the criteria of GASB Statement No. 14, no organizations were determined to be part of the Program.
The Program isincluded as part of the primary government in the State of North Dakota's reporting.

Accounting Standards

The Program follows the pronouncements of the Governmental Accounting Standards Board, which is the
nationally accepted standard setting body for establishing generally accepted accounting principles for
governmental entities. In accordance with GASB Statement No. 20, the Program follows all applicable GASB
pronouncements as well as Financial Accounting Standards Board pronouncements issued on or before
November 30, 1989, unless those pronouncements conflict with GASB pronouncements.

(continued on next page) 13



NOTESTO FINANCIAL STATEMENTS

Fund Accounting

The AOF and the Alternative Loan Fund are both property of the Program and are reported herein as enterprise
funds. The FSLRF is property of the Federa Government, and is administered by the Program. The net assets of
the FSLRF are reported herein as aliability to the Federal Government.

Basis of Accounting and Measurement Focus

The accounting and financia reporting treatment applied to a fund is determined by its measurement focus. All
enterprise funds are accounted using the economic resources measurement focus. With this measurement focus,
all assets and liabilities associated with the operation of these funds are included on the balance sheet. Net assets
are segregated into invested in capital assets, restricted and unrestricted components. The statements of revenues,
expenses and changes in fund net assets present increases (e.g., revenues) and decreases (e.g., expenses) in total
net assets. The statements of cash flows present the cash flows for operating activities, investing activities and
non-capital financing activities.

The AOF and Alternative Loan Fund are enterprise funds and use the accrual basis of accounting. Under this
method, revenues are recorded when earned and expenses are recorded at the time liabilities are incurred.

The FSLRF uses the accrual basis of accounting for recognition of increases and decreases in amounts due to the
Federal Government.

In the process of aggregating data for the financial statements, some amounts reported as interfund activity and
balances in the funds have been eliminated or reclassified.

Use of Estimates

In preparing financia statements in conformity with accounting principles generally accepted in the United States
of America, management is required to make estimates and assumptions that affect the reported amounts of assets
and liabilities at the date of the balance sheet and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from these estimates.

Cash and Cash Equivalents

The Program considers all cash and time deposits with original maturities of three months or less to be cash and
cash equivalents for purposes of reporting cash flows.

Deposits and Investments

The Program records deposits and investments in accordance with Governmental Accounting Standards Board
Statement No. 31, “Accounting and Financial Reporting for Certain Investments and for External Investment Pools.”
Nonnegotiable certificates of deposit meet the classification of Interest-earning Investment Contracts having
redemption terms which do not consider market rates and are therefore carried at cost. Investment securities are
carried at their market value. Unrealized gains and losses due to fluctuations in market value are included in
investment income.

(continued on next page) 14



NOTESTO FINANCIAL STATEMENTS

Capital Assets

The Program has developed computer software for internal use that it has capitalized in accordance with AICPA
Statement of Position 98-1 “Accounting for the Costs of Computer Software Developed or Obtained for Internal
Use.” The cost of the computer software is being amortized on a straight-line basis over its estimated useful life of
three years. Computer software with a cost of $5,000 or more is capitalized.

Proceeds received from the sale of computer software, net of direct incremental costs of marketing, are applied
against the carrying amount of the software. No profit is recognized until aggregate new proceeds from sales and
amortization have reduced the carrying amount of the software to zero. Subsequent proceeds are recognized in
revenue earned.

Administrative Fee Revenue

Administrative fee revenue is to be used by the Program to insure loans and to cover costs incurred in the
administration of the Alternative Loan Fund. Revenues are recognized over the estimated life of an average loan
(10 years) using the sum-of-the-years digits method. Administrative fees received and receivable which have not
been recognized as revenue were recorded on the balance sheet as unearned administrative fee. Changes in
unearned administrative fees for the years ending September 30, 2007 and 2006 are as follows:

2007 2006
Balance, beginning of year $ 1,623,554 $ 1,097,677
Collections 881,365 951,604
Amortization of fees (533,978) (425,727)
Balance, end of year $ 1,970,941 $ 1,623554

Default Fee Revenue

Provisions of the Higher Education Reconciliation Act, part of the Deficit Reduction Act of 2005, require a
default fee to be deposited into the FSLRF at a level of 1% of the Program’s net loan disbursements. The
Program recognizes the fee asincome upon loan disbursement.

Loan Recoveries, Rehabilitated Loans and Collection Cost Revenues

Regulations require that the Program assess collection costs on all defaulted loans which it is attempting to collect
for the Department. The Program is entitled to retain for its operations a portion of its collections of principal,
interest and collection costs received on defaulted loans. Income is recorded when the loan collections are received.
Loan Processing and Issuance Fee

The Act provides a loan processing and issuance fee to be paid by the Department to compensate the Program for

certain costs incurred by the Program. The Department pays this fee quarterly to the AOF at alevel of 0.40% of the
Program’s net loan disbursements. The Program recognizes the fee as income upon loan disbursement.

(continued on next page) 15
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Account Maintenance Fees

The Act provides an account maintenance fee to be paid by the Department to compensate the Program for certain
costs incurred by the Program. The Department pays the account maintenance fee to the AOF at alevel of 0.10%
of the original principal amount of outstanding guarantees. During the year ended September 30, 2006, the
Department allowed a portion of this fee to be paid out of the FSLRF.

Default Aversion Fee and Estimated Future Refunds of Default Aversion Fees

The Act provides a default aversion fee to be paid from the FSLRF to the AOF to compensate the Program for
certain costs incurred by the Program. Payment of this fee is limited to once per loan and is equal to one percent
(1%) of the principal and accrued interest receivable balances when default aversion assistance is requested by
lenders, with an obligation to refund the fee in the event of default based upon principal and accrued interest
receivable at the time of claim payment. The fee is recognized upon completion of the default aversion activities
by the Program, net of estimated refunds.

The Program uses the percentage of income method to calculate the estimated allowance for refunds of the default
aversion fee based on a periodic evaluation of default aversion fees received and a historical refund rate.

2007 2006
Balance, beginning of year $ 232,000 $ 171,000
Refund provision 135,173 119,611
Refunds paid (64,173) (58,611)
Balance, end of year $ 303,000 $ 232,000

Loan Loss Expenses

The Program estimates the allowance for future loan losses based on periodic evaluation of outstanding loans
guaranteed and historical claim rates on the Program’ s guarantee activities.

Changes in the alowance for future loan losses for the Alternative Loan Fund for the years ending September 30,
2007 and 2006 are as follows:

2007 2006
Balance, beginning of year $ 1,373,000 $ 2,930,000
L oan loss expense 644,214 -
Change in estimate - (1,455,952)
Claims paid (136,214) (101,048)
Balance, end of year $ 1,881,000 $ 1,373,000

The FSLRF is reimbursed by the Federal Government for a portion of claims paid on FFELP loans as discussed in
Note 8.

(continued on next page) 16
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Changes in the allowance for future losses for the FSLRF for the years ending September 30, 2007 and 2006 are
asfollows:

2007 2006
Balance, beginning of year $ 2,254,000 $ 2,254,000
Loan loss expense 371,068 203,377
Claims paid, net of reinsurance (295,068) (203,377)
Balance, end of year $ 2,330,000 $ 2,254,000

Restricted Assets and Restricted Net Assets

Certain Program assets and net assets carry arestricted classification, either because they are property of the Federal
Government or their use has been restricted by the Federal Government for default prevention activities only.

If an expenseisincurred that qualifies for use of both restricted and unrestricted resources, the Program will first
apply restricted resources.

Operating and Non-operating Revenues

Operating revenues consist of sales of goods and services, quasi-external operating transactions with other funds,
grant revenue for specific activities that are considered to be operating activities of the grantor, receipts from other
agencies for reimbursement of operating transactions and other miscellaneous revenue. Grants that would qualify
as an operating activity are those that do not subsidize an existing program, rather they finance a program the
agency would not otherwise undertake.

All other revenues that do not meet the above criteria are classified as non-operating.
NOTE 2—CHANGE IN ACCOUNTING ESTIMATE

Effective October 1, 2005, the Program elected to change its calculation for the estimate of the allowance for
future loan losses for the Alternative Loan Fund. The Program changed the percentage used to be more
representative with the Alternative Loan Fund claim experience rather than utilizing the FFEL Program default
experience. The effect of this change is to decrease the 2006 provision by $1,455,952, which is reflected in the
statement of revenues, expenses, and changes in fund net assets. The effect on operating income and the change
in net assets for the fiscal year ending September 30, 2006 was an increase of $2,051,000.

NOTE 3- DEPOSITSAND INVESTMENTS

All funds have their moneys invested in securities or deposits allowed by federal and state regulations. Section
682.410(a)(5) of Federal Regulations states that assets of the Program may be invested in low-risk securities, such
as obligations issued or guaranteed by the United States or a State. North Dakota Century Code Section 15-62.1-
05 states that securities in which moneys of the Program may be invested must meet the same requirements as
those authorized for investment under the state investment board.

(continued on next page) 17
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Deposits

As of September 30, 2007 and 2006, the Program had the following deposits:

Cash and Savings Accounts

Time Deposits

Custodial and Concentration of Credit Risk

2007 2006
$ 3,845,365 $ 3,096,860
10,297,300 9,085,355
$ 14,142,665 $ 12,182,215

Custodial credit risk for depositsis the risk that, in the event of the failure of a depository financial institution, the
Program will not be able to recover deposits or will not be able to recover collateral securities that are in the
possession of an outside party. The Program does not have a formal policy that limits custodial credit risk for
deposits. None of the Program’s deposits are covered by depository insurance. The Program’s deposits are
uncollateralized and all of the deposits are held at the Bank of North Dakota and are guaranteed by the State of
North Dakota (NDCC Section 6-09-10).

NOTE 4- CAPITAL ASSETS

Capital asset activity for the years ended September 30, 2007 and 2006 is as follows:

Computer software
Accumulated depreciation

Capital assets, net

Computer software
Accumul ated depreciation

Capital assets, net

(continued on next page)

Balance Balance
2006 Additions Sales 2007
$ 3,819,514 $ - $ - $ 3,819,514
(3,819,514) - - (3,819,514)
$ - $ - $ - $ -
Balance Baance
2005 Additions Sdes 2006
$ 3,860,425 $ - $ (40,911) $ 3,819,514
(3,343,190) (476,324) - (3,819,514)
$ 517,235 $ (476,324) $ (40,911) $ -
18
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NOTE 5- NONCURRENT LIABILITIES

Long-term liability activity for the years ended September 30, 2007 and 2006 was as follows:

Unearned administrative fee
Allowance for
future loan losses
Estimated future refunds of
default aversion fees
Payable to United States
Department of Education
Federal Student
Loan Reserve Fund

Unearned administrative fee
Allowance for
future loan losses
Estimated future refunds of
default aversion fees
Payable to United States
Department of Education
Federal Student
Loan Reserve Fund

(continued on next page)

Amounts
Balance Balance Due Within
2006 Additions Reductions 2007 One Year
$ 1623554 $ 881,365 $ (533978) $ 1,970,941 $ 597,000
3,627,000 1,015,282 (431,282) 4,211,000 681,000
232,000 135,173 (64,173) 303,000 81,000
350,462 - (350,462) - -
2,208,920 14,057,286 (13,093,703) 3,172,503 -
$ 8,041,936 $16,089,106 $(14,473,598) $ 9,657,444  $1,359,000
Amounts
Balance Balance Due Within
2005 Additions Reductions 2006 OneYear
$ 1,097,677 $ 951,604 $ (425,727) $ 1,623554 $ 620,000
5,184,000 798,425 (2,355,425) 3,627,000 581,000
171,000 119,611 (58,611) 232,000 60,000
700,924 - (350,462) 350,462 350,462
2,297,849 11,217,397  (11,306,326) 2,208,920 -
$ 9,451,450 $13,087,037 $(14,496,551) $ 8,041,936 $1,611,462
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A reconciliation of the FSLRF for the years ending September 30, 2007 and 2006 is as follows:

2007 2006
Federal Student Loan Reserve Fund, beginning of year $ 2,208,920 $ 2,297,849
Investment income 153,684 125,881
Default fee 1,323,351 506,034
Loan revenues, net of remittance to Department of Education
and AOF of $3,904,786 in 2007 and $3,991,672 in 2006 118,343 118,315
Loan loss expense, net of reinsurance from Department
of Education of $8,544,282 in 2007 and $6,475,495 in 2006 (371,068) (203,377)
Account maintenance fee 12,839 (396,186)
Default aversion fee (273,566) (239,596)
Federal Student Loan Reserve Fund, end of year $ 3,172,503 $ 2,208,920
NOTE 6 - INTERFUND AND RELATED PARTY TRANSACTIONS
2007 2006
BANK OF NORTH DAKOTA
Cash and cash equivalents - unrestricted $ 1,320,964 $ 1,367,949
Cash and cash equivalents - restricted 3,524,401 2,478,912
Investments - unrestricted 7,085,600 5,962,689
Investments - restricted 2,211,700 2,372,666
Interest receivable - unrestricted 176,941 67,889
Interest receivable - restricted 40,939 28,679
Administrative fee receivable - unrestricted 95,101 197,695
Default fee receivable - restricted 90,726 158,468
Due to other funds 194,729 667,214
Payable to lenders 955,974 558,386
UNIVERSITY OF NORTH DAKOTA
Operating transfers - out $ 396,515 $ 385,496

In addition, the Program reimburses the Bank for expenses paid by the Bank on behalf of the Program. The
reimbursements are based on an allocation of indirect costs and assignment of direct costs. Servicing and
administrative expenses totaled $2,574,484 in 2007 and $2,538,537 in 2006. The payable to the Bank for such
expenses, amounting to $194,729 and $195,039 at September 30, 2007 and 2006, respectively, is included in
"Due To Other Funds' on the bal ance sheet.

At September 30, 2007 and 2006, the Program has guaranteed approximately $717.8 million and $657.9 million
of loans owned by the Bank and the North Dakota Student Loan Trust (Trust). The Program paid claims of
approximately $5,381,000 and $4,613,000 to the Bank and the Trust for the years ended September 30, 2007 and
2006, respectively. Some of those loans were subsequently rehabilitated and sold to the Bank.

The Program has agreed to fund certain computer programming and training positions of the University of North
Dakota on behaf of the Higher Education Computer Network (HECN) which are dedicated to support of financial
aid activities of ingtitutions of the North Dakota University System. Funding of these activities totaled
approximately $397,000 and $385,000 during the years ended September 30, 2007 and 2006, respectively.
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NOTE 7 - GUARANTEE RESERVE AGREEMENTS

According to the Act, the Program is required to maintain a reserve ratio of the FSLRF at a minimum level of
.25% of the original principal amount of guarantees outstanding. The reserve ratio is calculated by dividing the
sum of the FSLRF liahility account and the allowance for loan loss by the original principal amount of guarantees
outstanding. The Program had areserve ratio of .57% and .49% at September 30, 2007 and 2006, respectively.

For the Alternative Loan Fund, the Program must maintain a minimum guarantee fund that is no less than the
Bank of North Dakota historical default rate. The Program has chosen to use a similar calculation as the reserve
ratio in the FSLRF for this minimum amount. The ratio is calculated by dividing the sum of the unearned
administrative fees, the allowance for future loan loss and the fund balance by the outstanding principal balance.
The Program had aratio of 7.90% in 2007 and 9.98% in 2006 which is well above the current Bank’s historical
default rate on alternative student loans.

NOTE 8 - FEDERAL REINSURANCE OF STUDENT LOANS

In the event of borrower default on a guaranteed loan, the Act provides for reinsurance by the Federal
Government based on the level of federal reinsurance associated with the Program’s annua reinsurance rate
(reinsurance claims paid by the federal government during the fiscal year divided by the amount of loans in
repayment at the beginning of the year).

The Program is reimbursed by the Federal Government upon payment of claims on FFEL Program loans. The Program
is, therefore, economically dependent on the Department of Education for these reimbursements and for its continued
existence. The Program incurred claims totaling $8,839,350 and $6,678,872 for the years ended September 30, 2007
and 2006, of which $2,149,807 and $1,320,200 remains as a receivable from the Federa Government at September 30,
2007 and 2006. Reimbursement of default claims on FFEL Program loans is determined according to the following
schedule. Reimbursement of claims on FFEL Program loans for reasons other than default is a 100%. There is no
reimbursement of claims paid by the Alternative Loan Fund.
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Claim Percentage of
Loansin Repayment

0% to 5%
(On loans disbursed prior to 10/01/93)

0% to 5%
(On loans disbursed on or after 10/01/93
and before 10/01/98)

0% to 5%
(On loans disbursed on or after 10/01/98)

More than 5% but less than or equal to 9%
(On loans disbursed prior to 10/01/93)

More than 5% but less than or equal to 9%
(On loans disbursed on or after 10/01/93
and before 10/01/98)

More than 5% but less than or equal to 9%
(On loans disbursed on or after 10/01/98)

Over 9%
(On loans disbursed prior to 10/01/93)

Over 9%
(On loans disbursed on or after 10/01/93
and before 10/01/98)

Over 9%
(On loans disbursed on or after 10/01/98)

Levels of
Federal Reinsurance

100%

98%

95%

100% of claims up to 5%
and 90% of claims over 5%
but less than or equal to 9%

98% of claims up to 5%
and 88% of claims over 5%
but less than or equal to 9%

95% of claims up to 5%
and 85% of claims over 5%
but less than or equal to 9%

100% of claims up to 5%
and 90% of claims over 5%
but less than or equal to 9%
and 80% of claims over 9%

98% of claims up to 5%
and 88% of claims over 5%
but less than or equal to 9%
and 78% of claims over 9%

95% of claims up to 5%
and 85% of claims over 5%

but less than or equal to 9%
and 75% of claims over 9%

Each year the Department of Education caculates the Program’s reinsurance rate for the ensuing year based on
historical levels of claims paid. At no time has the Program’ s reinsurance rate exceeded the 5% level discussed above.

NOTE 9- RESERVESRECALL AND SUBSEQUENT EVENTS

In October 1998, Congress passed legislation reauthorizing the Act. This reauthorization legislation required the
Secretary of Education to recall portions of reserve funds held by guarantee agencies. The Program’s share of
these recalls was determined to be $1,062,006. The Department recalled $361,082 on September 1, 2002 and
$350,462 was recalled on September 1, 2007 and 2006.

In July 2007, Congress passed H.R. 2669, the College Cost Reduction and Access Act of 2007 with provisions
affecting the AOF. The Account Maintenance Fee will decrease from .10% to .06% of origina principal
outstanding. The amount of default collections that guarantee agencies are allowed to retain for collection efforts
for the Department will decrease from 23% to 16%. Both of these changes are effective October 1, 2007.
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NOTE 10 - RISK MANAGEMENT

The Program is exposed to various risks of loss related to torts and errors and omissions. The Program is
administered by the Bank and, therefore, is eligible to the same funds/pools established by the State for risk
management issues. These include:

The 1995 L egidative Session established the Risk Management Fund (RMF), an internal service fund, to provide
a self-insurance vehicle for funding the liability exposures of State Agencies resulting from the elimination of the
State’s sovereign immunity. The RMF manages the tort liability of the State, its agencies employees, and the
University System. All State agencies participating in the RMF and their fund contribution was determined using
aprojected cost alocation approach. The statutory liability of the Stateis limited to atotal of $250,000 per person
and $1,000,000 per occurrence.

The State Bonding Fund currently provides the Bank with blanket employee fidelity bond coverage in the amount of
$750,000. The State Bonding Fund does not currently charge any premium for this coverage.

There have been no significant reductions in insurance coverage from the prior year and settled claims resulting
from these risks have not exceeded insurance coverage.
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM

COMBINING BALANCE SHEET
SEPTEMBER 30, 2007

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Unrestricted
Restricted

Investments
Unrestricted
Restricted

Due from other funds
Unrestricted
Restricted

Receivables

Unrestricted
Interest
Default aversion fee
Department of Education
Account maintenance fee
Loan processing and issuance fee
Administrative fee

Restricted
Interest
Default Fee
Federal reinsurance

Total receivables

Total current assets

NONCURRENT ASSETS - Unrestricted
Capital assets
Computer software
Accumulated amortization

Total capital assets

Total assets

2007
Federa
Agency Alternative Student Loan

Operating Fund Loan Fund Reserve Fund Eliminations Total
$ 840531 $ 480,433 $ - 8 - $ 1,320,964
656,714 - 2,867,687 - 3,524,401
- 7,085,600 - - 7,085,600
- - 2,211,700 - 2,211,700
1,437 - - (1,437) -
- - 23 (23) -
3,325 173,616 - - 176,941
32,406 - - (32,406) -
95 - - - 95
283,563 - - - 283,563
246,132 - - - 246,132
- 95,101 - - 95,101
2,311 - 38,628 - 40,939
- - 152,495 - 152,495
- - 2,149,807 - 2,149,807
567,832 268,717 2,340,930 (32,406) 3,145,073
2,066,514 7,834,750 7,420,340 (33,866) 17,287,738
3,819,514 - - - 3,819,514
(3,819,514) - - - (3,819,514)
$ 2066514 $ 7834750 $ 7420340 $ (33,866) $ 17,287,738




LIABILITIES

CURRENT LIABILITIES

Due to other funds
Default aversion fee payable
Payable to lenders
Collections payable
Department of Education

Unearned administrative fee
Allowance for future loan losses
Estimated future refunds

of default aversion fees
Other payables

Total current liabilities

NONCURRENT LIABILITIES

Unearned administrative fee
Allowance for future losses
Estimated future refunds

of default aversion fees

Federal Student Loan Reserve Fund

Tota noncurrent liabilities

Total liabilities

NET ASSETS
Restricted for default prevention activities

Unrestricted

Total net assets

Totd liabilities
and net assets

2007

Federa
Agency Alternative Student Loan

Operating Fund Loan Fund Reserve Fund Eliminations Total
$ 193578 % 1174  $ 1437 3% (1,460) $ 194,729
- - 32,406 (32,406) -
- - 1,668,454 - 1,668,454
- - 215,452 - 215,452
- 597,000 - - 597,000
- 298,000 383,000 - 681,000
81,000 - - - 81,000
8,732 - 88 - 8,820
283,310 896,174 2,300,837 (33,866) 3,446,455
- 1,373,941 - - 1,373,941
- 1,583,000 1,947,000 - 3,530,000
222,000 - - - 222,000
- - 3,172,503 - 3,172,503
222,000 2,956,941 5,119,503 - 8,298,444
505,310 3,853,115 7,420,340 (33,866) 11,744,899
659,025 - - - 659,025
902,179 3,981,635 - - 4,883,814
1,561,204 3,981,635 - - 5,542,839
$ 2066514 $ 7834750 $ 7,420,340 $ (33,866) $ 17,287,738
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
COMBINING BALANCE SHEET
SEPTEMBER 30, 2006

2006
Federal
Agency Alternative Student Loan
Operating Fund Loan Fund Reserve Fund Eliminations Totd
ASSETS
CURRENT ASSETS
Cash and cash equivalents
Unrestricted $ 790,178 $ 577,771 $ - % - $ 1,367,949
Restricted 772,599 - 1,706,313 - 2,478,912
Investments
Unrestricted - 5,962,689 - - 5,962,689
Restricted - - 2,372,666 - 2,372,666
Due from other funds
Unrestricted 1,477 - - (1,477) -
Restricted - - 1,209 (1,209) -
Receivables
Unrestricted
Interest - 67,889 - - 67,889
Default aversion fee 32,824 - - (32,824) -
Department of Education 340 - - - 340
Account maintenance fee 399,572 - - - 399,572
Loan processing and issuance fee 214,322 - - - 214,322
Administrative fee - 197,695 - - 197,695
Other receivables 272 - - - 272
Restricted
Interest 4,960 - 23,719 - 28,679
Default fee - - 303,511 - 303,511
Federa reinsurance - - 1,320,200 - 1,320,200
Total receivables 652,290 265,584 1,647,430 (32,824) 2,532,480
Total current assets 2,216,544 6,806,044 5,727,618 (35,510) 14,714,696
NONCURRENT ASSETS - Unrestricted
Capital assets
Computer software 3,819,514 - - - 3,819,514
Accumulated amortization (3,819,514) - - - (3,819,514)
Total capital assets - - - - -
Total assets $ 2216544 $ 6,806,044 $ 5727618 $ (35510) $ 14,714,696




2006

Federal
Agency Alternative Student Loan
Operating Fund Loan Fund Reserve Fund Eliminations Totd
LIABILITIES
CURRENT LIABILITIES
Due to other funds $ 666,674 $ 1653 $ 1573 $ (2,686) $ 667,214
Default aversion fee payable - - 32,824 (32,824) -
Payable to lenders - - 674,015 - 674,015
Collections payable
Department of Education - - 205,824 - 205,824
Unearned administrative fee - 620,000 - - 620,000
Allowance for future loan |osses - 238,000 343,000 - 581,000
Estimated future refunds
of default aversion fees 60,000 - - - 60,000
Payableto U.S. Department of
Education Higher Education
Amendments of 1998 - - 350,462 - 350,462
Other payables 375 - - - 375
Tota current liabilities 727,049 859,653 1,607,698 (35,510) 3,158,890
NONCURRENT LIABILITIES
Unearned administrative fee - 1,003,554 - - 1,003,554
Allowance for future losses - 1,135,000 1,911,000 - 3,046,000
Estimated future refunds
of default aversion fees 172,000 - - - 172,000
Federal Student Loan Reserve Fund - - 2,208,920 - 2,208,920
Tota noncurrent liabilities 172,000 2,138,554 4,119,920 - 6,430,474
Tota liabilities 899,049 2,998,207 5,727,618 (35,510) 9,589,364
NET ASSETS
Restricted for default prevention activities 777,559 - - - 777,559
Unrestricted (deficit) 539,936 3,807,837 - - 4,347,773
Tota net assets 1,317,495 3,807,837 - - 5,125,332
Total liabilities
and net assets $ 2216544 $ 6806044 $ 5727618 $ (35510) $ 14,714,696
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
COMBINING STATEMENT OF REVENUES, EXPENSES AND CHANGESIN FUND NET ASSETS

YEAR ENDED SEPTEMBER 30, 2007

OPERATING REVENUES

Administrative fee

Loan recoveries, net of remittance to
Department of Education of $1,651,379

Rehabilitated |oans, net of remittance to
Department of Education of $1,402,557

Collection cost revenues, net of remittance to
Department of Education of $224,090

Loan processing and issuance fees

Account maintenance fees

Default aversion fees

Miscellaneous income

OPERATING EXPENSES
Service and administrative expense
Default prevention activities
Loan loss expense
DAF refund provision

OPERATING INCOME (LOSS)

NONOPERATING REVENUES
Interest income

INCOME BEFORE TRANSFERS

TRANSFERS
Transfer to University of North Dakota

CHANGE IN NET ASSETS
TOTAL NET ASSETS, BEGINNING OF YEAR

TOTAL NET ASSETS, END OF YEAR

2007
Agency Alternative

Operating Fund Loan Fund Total
$ - $ 533,978 533,978
495,953 4,223 500,176
359,412 - 359,412
597,755 - 597,755
558,080 - 558,080
969,335 - 969,335
337,739 - 337,739
7,458 - 7,458
3,325,732 538,201 3,863,933
2,458,222 9,519 2,467,741
146,649 - 146,649
- 644,214 644,214
135,173 - 135,173
2,740,044 653,733 3,393,777
585,688 (115,532) 470,156
54,536 289,330 343,866
640,224 173,798 814,022
(396,515) - (396,515)
243,709 173,798 417,507
1,317,495 3,807,837 5,125,332
$ 1,561,204 $ 3,981,635 5,542,839
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
COMBINING STATEMENT OF REVENUES, EXPENSES AND CHANGESIN FUND NET ASSETS

YEAR ENDED SEPTEMBER 30, 2006

OPERATING REVENUES
Administrative fee
Loan recoveries, net of remittance to

Department of Education of $1,706,720
Rehabilitated |oans, net of remittance to
Department of Education of $1,556,350

Collection cost revenues

Loan processing and issuance fees
Account maintenance fees

Default aversion fees
Miscellaneous income

OPERATING EXPENSES
Service and administrative expense
Default prevention activities
Loan loss expense
Amortization of computer software
DAF refund provision

OPERATING INCOME

NONOPERATING REVENUES
I nvestment income

INCOME BEFORE TRANSFERS

TRANSFERS

Transfer to University of North Dakota

CHANGE IN NET ASSETS

TOTAL NET ASSETS, BEGINNING OF YEAR

TOTAL NET ASSETS, END OF YEAR

2006
Agency Alternative

Operating Fund Loan Fund Total
$ - $ 425,727 $ 425,727
494,959 6,924 501,883
355,323 - 355,323
979,954 - 979,954
541,978 - 541,978
918,553 - 918,553
298,208 - 298,208
- 66 66
3,588,975 432,717 4,021,692
2,400,447 8,091 2,408,538
204,331 - 204,331
- (1,455,952) (1,455,952)
476,325 - 476,325
119,611 - 119,611
3,200,714 (1,447,861) 1,752,853
388,261 1,880,578 2,268,839
43,921 193,649 237,570
432,182 2,074,227 2,506,409
(385,496) - (385,496)
46,686 2,074,227 2,120,913
1,270,809 1,733,610 3,004,419
$ 1,317,495 $ 3,807,837 $ 5125332
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM

COMBINING STATEMENT OF CASH FLOWS

YEAR ENDED SEPTEMBER 30, 2007

OPERATING ACTIVITIES
Loan recoveries received from borrowers
Loan recoveries remitted to DOE
Loan loss claims paid to lenders - BND
Loan loss claims paid to other lenders
Loan loss claims received from DOE
Rehab loan proceeds received from lenders - BND
Rehab loan proceeds remitted to DOE
Cash transferred to DOE for reserve recall
Collections received from borrowers
Loan processing and

issuance fees received from DOE

Account maintenance fees received from DOE
Default aversion fees received from FFEL Program
Default fees received from borrowers and lenders
Administrative fee received from borrowers
Service and administrative expense paid - BND

NET CASH FROM
OPERATING ACTIVITIES

NON-CAPITAL FINANCING ACTIVITIES
Cash transferred to
University of North Dakota

NET CASH USED FOR NON-
CAPITAL FINANCING ACTIVITIES

INVESTING ACTIVITIES
Proceeds from investment maturities - BND
Purchase of investments - BND
Interest received

NET CASH FROM (USED
FOR) INVESTING ACTIVITIES

NET CHANGE IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS,
END OF YEAR

2007
Federal
Agency Alternative Student Loan

Operating Fund _ Loan Fund Reserve Fund _Eliminations Total
$ 495052 $ 4223 $ 1,717,716 $ - $ 2216991
- - (1,645,793) - (1,645,793)
- (136,214) (5,244,603) - (5,380,817)
- - (2,600,309) (2,600,309)
- - 7,714,676 - 7,714,676
694,443 - 1,455,699 - 2,150,142
- - (1,398,515) - (1,398,515)
- - (350,462) - (350,462)
278,811 - - - 278,811
526,270 - - - 526,270
1,085,344 - 12,839 - 1,098,183
273,984 - (273,984) - -
- - 1,474,367 - 1,474,367
- 983,959 - - 983,959
(3,076,781) (9,998) - (3,086,779)
277,123 841,970 861,631 - 1,980,724
(396,515) - - - (396,515)
(396,515) - - - (396,515)
2,274,322 2,677,089 3,660,966 - 8,612,377
(2,274,322) (3,800,000) (3,500,000) - (9,574,322)
53,860 183,603 138,777 - 376,240
53,860 (939,308) 299,743 - (585,705)
(65,532) (97,338) 1,161,374 - 998,504
1,562,777 577,771 1,706,313 - 3,846,861
$ 1497245 $ 480433 $ 2867687 $ - $ 4,845,365
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COMBINING STATEMENT OF CASH FLOWS —Page 2
YEAR ENDED SEPTEMBER 30, 2007

2007
Federa
Agency Alternative Student Loan
Operating Fund  Loan Fund Reserve Fund  Eliminations Tota
RECONCILIATION OF OPERATING INCOME
(LOSS) TO NET CASH FROM OPERATING ACTIVITIES
Operating income (loss) $ 585688 $ (115532) $ - % - $ 470,156
Adjustments to reconcile operating income (loss) to
net cash from operating activities

Loan loss expense - 508,000 76,000 - 584,000
DAF refund provision, net of refunds 71,000 - - - 71,000

Changesin assets and liabilities:
Due from other funds 40 - 1,186 (1,226) -
Administrative fee receivable - BND - 102,594 - - 102,594
Default fee receivable - - 151,016 - 151,016
Department of Education receivable 245 - (829,607) - (829,362)
Account maintenance fee receivable 116,009 - - - 116,009
Loan processing and issuance fee receivable (31,810) - - - (31,810)
Default aversion fee receivable 418 - - (418) -
Other receivables 272 - - - 272
Unearned administrative fee - 347,387 - - 347,387
Due to other funds (473,096) (479) (136) 1,226 (472,485)
Payable to lenders - - 994,439 - 994,439
Collections payable - - 9,628 - 9,628
Federal Student Loan Reserve Fund - - 809,897 - 809,897
Default aversion fee payable - - (418) 418 -
Department of Education payable - - (350,462) - (350,462)
Other payables 8,357 - 88 - 8,445

NET CASH FROM
OPERATING ACTIVITIES $ 277123 $ 841970 $ 861631 $ - $ 1,980,724
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM

COMBINING STATEMENT OF CASH FLOWS

YEAR ENDED SEPTEMBER 30, 2006

OPERATING ACTIVITIES
Loan recoveries received from borrowers
L oan recoveries remitted to DOE
Loan loss claims paid to lenders - BND
Loan loss claims paid to other lenders
Loan loss claims received from DOE
Rehab loan proceeds received from lenders - BND
Rehab loan proceeds remitted to DOE
Cash transferred to DOE for reserve recall
Collections received from borrowers
Loan processing and

issuance fees received from DOE

Account maintenance fees received from DOE
Default aversion fees received from FFEL Program
Default fees received from borrowers and lenders
Administrative fee received from borrowers
Servicing fees received
Service and administrative expense paid - BND

NET CASH FROM (USED
FOR) OPERATING ACTIVITIES

NON-CAPITAL FINANCING ACTIVITIES
Cash transferred to
University of North Dakota

INVESTING ACTIVITIES
Proceeds from investment maturities - BND
Purchase of investments - BND
Interest received

NET CASH FROM (USED
FOR) INVESTING ACTIVITIES

NET CHANGE IN CASH
AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS,
BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS,
END OF YEAR

(continued on next page)

2006
Federal
Agency Alternative Student Loan

Operating Fund  Loan Fund Reserve Fund  Eliminations Tota
$ 498526 $ 5220 $ 1,706,796 $ - $ 2210542
- - (1,672,730) - (1,672,730)
- (101,048) (4,533,493) - (4,634,541)
- - (2,131,596) (2,131,596)
- - 6,644,171 - 6,644,171
708,937 - 1,556,350 - 2,265,287
- - (1,481,231) - (1,481,231)
- - (350,462) - (350,462)
624,154 - - - 624,154
536,949 - - - 536,949
888,408 - (742,134) - 146,274
229,610 - (229,610) - -
- - 202,523 - 202,523
- 892,202 - - 892,202
- 66 - - 66
(2,952,403) (7,535) - - (2,959,938)
534,181 788,905 (1,031,416) - 291,670
(385,496) - - - (385,496)
3,750,000 2,668,404 3,600,003 - 10,018,407
(2,550,000) (3,397,314) (3,663,003) - (9,610,317)
66,513 171,633 116,030 - 354,176
1,266,513 (557,277) 53,030 - 762,266
1,415,198 231,628 (978,386) - 668,440
147,579 346,143 2,684,699 - 3,178,421
$ 1562777 $ 577,771 $ 1706313 $ - $ 3,846,861

30



COMBINING STATEMENT OF CASH FLOWS —Page 2

YEAR ENDED SEPTEMBER 30, 2006

RECONCILIATION OF OPERATING INCOME TO NET
CASH FROM (USED FOR) OPERATING ACTIVITIES

Operating income
Adjustments to reconcile operating loss to
net cash from (used for) operating activities
Sale of software
Loan loss expense
Amortization expense
DAF refund provision, net of refunds
Changesin assets and liabilities:
Due from other funds
Administrative fee receivable - BND
Default fee receivable
Department of Education receivable
Account maintenance fee receivable

Loan processing and issuance fee receivable

Default aversion fee receivable
Other receivables

Unearned administrative fee
Due to other funds

Payable to lenders

Collections payable

Federa Student Loan Reserve Fund, net of interest

Default aversion fee payable
Department of Education payable
Other payables

NET CASH FROM (USED
FOR) OPERATING ACTIVITIES

2006
Federa
Agency Alternative Student Loan

Operating Fund  Loan Fund Reserve Fund  Eliminations Totd
$ 383261 $ 1880578 $ - $ - $ 2,268,839
40,912 - - - 40,912
- (1,557,000) - - (1,557,000)
476,325 - - - 476,325
61,000 - - - 61,000
1,685 - 1,666 (3,149) 202
- (59,402) - - (59,402)
- - (303,511) - (303,511)
673 - 168,676 - 169,349
(30,145) - - (345,948) (376,093)
(5,029) - - - (5,029)
(9,987) - - 9,987 -
2,324 - - - 2,324
- 525,877 - - 525,877
(390,333) (1,148) (347,537) 349,097 (389,921)
- - 13,782 - 13,782
- - (9,210 - (9,210)
- - (214,807) - (214,807)
- - 9,987 (9,987) -
- - (350,462) - (350,462)
(1,505) - - - (1,505)
$ 534181 $ 783905 $ (1,031,416) $ - $ 291670
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS EXHIBIT A-1
YEAR ENDED SEPTEMBER 30, 2007

Federal
CFDA
Federal Grantor/Program Title Number Expenditures
DEPARTMENT OF EDUCATION
Direct Program
Federal Family Education Loan Program (Note 2) 84.032
Reinsurance Payments $ 8,544,282
Guarantee Agency's Equitable Share of Loan Collections 969,193
Default Aversion Fee 273,566
Account Maintenance Fee 969,335
Loan Processing and Issuance Fee 558,080
Total FFEL Program 11,314,456
Guaranteed Student L oans
Original principal amount of loans from previous years on
which there are continuing compliance requirements 920,418,055
Guaranteed student loan principal guaranteed during the fiscal year 168,348,235
Total guaranteed student loans (Note 3) 1,088,766,290
TOTAL FEDERAL AWARDS $1,100,080,746

NOTE 1- The schedule of expenditures of federal awards includes the federal grant activity of the North Dakota
Guaranteed Student Loan Program and is presented on the accrua basis of accounting. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133, Audits of Sates, Local
Governments, and Non-Profit Organizations. Therefore, some amounts presented in this schedule may differ from
amounts presented in, or used in the preparation of, the basic financial statements.

NOTE 2- See Notes 8 and 9 to the financial statements for information relative to the existence and value of
federal loan guarantee programs.

NOTE 3- At September 30, 2007, the original principal amount of guaranteed student loans outstanding on
which there are continuing compliance requirements is $969,335,478.
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NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
YEAR ENDED SEPTEMBER 30, 2007

EXHIBIT A-2

There were no prior audit findings reported for the North Dakota Guaranteed Student L.oan Program.
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EXHIBIT A-3

INDEPENDENT AUDITOR’'SREPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERSBASED ON AN AUDIT OF FINANCIAL
STATEMENTSPERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

The Industrial Commission
State of North Dakota
Bismarck, North Dakota

We have audited the financial statements of the business-type activities of the North Dakota Guaranteed Student
Loan Program, a department of the State of North Dakota, as of and for the year ended September 30, 2007,
which collectively comprise North Dakota Guaranteed Student Loan Program’s basic financial statements and
have issued our report thereon dated November 13, 2007. We conducted our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financia audits
contained in Government Auditing Standards issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the North Dakota Guaranteed Student Loan Program's
internal control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of the North Dakota Guaranteed Student Loan Program’s internal control over financial reporting.
Accordingly, we do not express an opinion on the North Dakota Guaranteed Student Loan Program’s interna
control over financial reporting.

A control deficiency exists when the design or operation of a control does not allow management or employees, in
the normal course of performing their assigned functions, to prevent or detect misstatements on atimely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
entity’ s ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than aremote likelihood that a misstatement of the entity’s
financial statements that is more than inconsequential will not be prevented or detected by the entity’s interna
control.

A material weaknessis a significant deficiency, or combination of significant deficiencies, that result in more than
a remote likelihood that a material misstatement of the financial statements will not be presented or detected by
the entity’ s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in interna control over
financia reporting that we consider to be material weaknesses, as defined above.

RSM McGladrey Network

An Independently Owned Member
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EXHIBIT A-3, conti.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the North Dakota Guaranteed Student Loan Program's
financial statements are free of materia misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct
and material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of honcompliance that are required to be reported under
Government Auditing Standards.

This report is intended solely for the information and use of the North Dakota Industrial Commission, Legislative

Audit and Fiscal Review Committee, management, and the U.S. Department of Education, and is not intended to
be and should not be used by anyone other than these specified parties.

8@9%/)/&33;

BRADY, MARTZ & ASSOCIATES, P.C.

November 13, 2007
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EXHIBIT A-4

INDEPENDENT AUDITOR’'SREPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-133

The Industrial Commission
State of North Dakota
Bismarck, North Dakota

Compliance

We have audited the compliance of the North Dakota Guaranteed Student Loan Program with the types of
compliance requirements described in the U. S Office of Management and Budget (OMB) Circular A-133
Compliance SQupplement that are applicable to each of its major federal programs for the year ended September
30, 2007. The North Dakota Guaranteed Student Loan Program's major federal program is identified in the
Summary of Auditor's Results section of the accompanying Schedule of Findings and Questioned Costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to its major federal
program is the responsibility of the North Dakota Guaranteed Student Loan Program's management. Our
responsibility is to express an opinion on the North Dakota Guaranteed Student L oan Program's compliance based
on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of America; the standards applicable to financid audits contained in Government Auditing Standards, issued by the
Comptroller Generd of the United States; and OMB Circular A-133, Audits of Sates, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonabl e assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a mgjor federal program occurred. An audit includes examining, on a test
basis, evidence about the North Dakota Guaranteed Student Loan Program's compliance with those requirements
and performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination on the North Dakota
Guaranteed Student Loan Program's compliance with those requirements.

In our opinion, the North Dakota Guaranteed Student Loan Program complied, in al material respects, with the
requirements referred to above that are applicable to each of its major federal programs for the year ended
September 30, 2007.

RSM McGladrey Network

An Independently Owned Member
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EXHIBIT A-4, conti.
Internal Control Over Compliance

The management of the North Dakota Guaranteed Student Loan Program is responsible for establishing and
maintaining effective internal control over compliance with requirements of laws, regulations, contracts and
grants applicable to federal programs. In planning and performing our audit, we considered the North Dakota
Guaranteed Student Loan Program's internal control over compliance with regquirements that could have a direct
and materia effect on a major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of the North
Dakota Guaranteed Student Loan Program’sinternal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned functions, to
prevent or detect noncompliance with atype of compliance requirement of afederal program on atimely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the
entity’s ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with atype of compliance requirement of a federal program that is more than inconsequential will
not be prevented or detected by the Program’ s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more
than aremote likelihood that material noncompliance with a type of compliance requirement of afederal program
will not be prevented or detected by the Program’ s internal control.

Our consideration of the internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information and use of the North Dakota Industrial Commission, Legislative

Audit and Fiscal Review Committee, management, and the U.S. Department of Education, and is not intended to
be and should not be used by anyone other than these specified parties.

By M

BRADY, MARTZ & ASSOCIATES, P.C.

November 13, 2007



NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
SCHEDULE OF FINDINGS AND QUESTIONED COSTS EXHIBIT A-5
YEAR ENDED SEPTEMBER 30, 2007

PART | - SUMMARY OF AUDITOR'SRESULTS

1

An unqualified opinion was issued on the financia statements of the North Dakota Guaranteed
Student Loan Program.

We noted no matters involving internal control that we considered to be material weaknesses during
the audit of the financial statements.

The audit disclosed no instances of noncompliance that were material to the financial statements of
the North Dakota Guaranteed Student Loan Program.

We noted no matters involving internal control over the major program that we considered to be
material weaknesses during the audit.

An unqualified opinion was issued on compliance for the major program of the North Dakota
Guaranteed Student Loan Program.

The audit disclosed no audit findings required to be reported under Section 510(a) of OMB Circular
A-133.

The North Dakota Guaranteed Student Loan Program receives federal financial assistance under
one program, the Federal Family Education Loan Program (84.032), which is considered to be a
major program.

The North Dakota Guaranteed Student Loan Program receives federa financial assistance under one
program, the Federal Family Education Loan Program (84.032), which is considered to be a Type A
program. There are no Type B programs. The threshold for distinguishing between Type A and B
Programs was $300,000.

The North Dakota Guaranteed Student Loan Program qualified as a low-risk auditee under
Section 530 of OMB Circular A-133. However, the Program received notification that the Federa
Family Education Loan Program at guaranty agencies is deemed high-risk and must be audited as a
major program.

PART Il - FINDINGSRELATING TO THE FINANCIAL STATEMENTS

1

There are no findings relating to the financial statements, which are required to be reported in
accordance with Generally Accepted Government Auditing Standards.

PART Il - FINDINGS AND QUESTIONED COSTSFOR FEDERAL AWARD PROGRAMS

1

There are no findings or questioned costs relating to the federal award programs which are required to
be reported in accordance with Section 510(a) of OMB Circular A-133
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EXHIBIT A-6

NORTH DAKOTA GUARANTEED STUDENT LOAN PROGRAM
AUDITOR'SSPECIFIC COMMENTSREQUESTED BY THE
NORTH DAKOTA LEGISLATIVE AUDIT AND FISCAL REVIEW COMMITTEE
YEAR ENDED SEPTEMBER 30, 2007

The Industrial Commission
State of North Dakota
Bismarck, North Dakota

The Legidative Audit and Fiscal Review Committee requires that certain items be addressed by independent
certified public accountants performing audits of state agencies. The items and our responses are as follows:
1. What type of opinion wasissued on the financial statements?
An unqualified opinion was issued on the 2007 financial statements.

2. Was there compliance with statues, laws, rules, regulations under which the agency was created
and isfunctioning?

Yes - A review was made of Chapter 15-62.1 and other pertinent chapters of the North Dakota Century
Code and we felt the Agency operated within the statutes, laws, rules and regulations under which it was
created.

3. Wasinternal control adequate and functioning effectively?

Yes

4. Were there any indications of lack of efficiency in financial operations and management of the
agency?

No
5. Hasaction been taken on findings and recommendationsincluded in prior year audit reports?
There were no prior year findings.

6. Wasa management letter issued? If so, provide a summary below, including any recommendations
and the management response.

No

RSM McGladrey Network

An Independently Owned Member
39



EXHIBIT A-6, conti.

Audit Committee Communications:

1

Identify any significant changes in accounting policies, any management conflicts of interest, any
contingent liabilities, or any significant unusual transactions.

None

Identify any significant accounting estimates, the process used by management conflicts of interest,
any contingent liabilities, or any significant unusual transactions.

None

I dentify any significant audit adjustments.

None

I dentify any disagreements with management, whether or not resolved to the auditor’s satisfaction,
relating to financial accounting, reporting, or auditing matter that could be significant to the
financial statements.

None

Identify any significant difficulties encountered in performing the audit.

None

I dentify any major issues discussed with management prior to retention.

None

Identify any management consultations with other accountants about auditing and accounting
matters.

None

Identify any high-risk information technology systems critical to operations based on the auditor’s
overall assessment of the importance of the system to the agency and its mission or whether any
exceptions identified in the six audit report questions addressed above are directly related to the
oper ations of an information technology system.

Based on the audit procedures performed, the Agency has two critical information technology systems:
Priority Guarantee System (PGS) and Information Technology, Inc. (ITl). There were no exceptions
identified that were directly related to these applications.

This report is intended solely for the information and use of the North Dakota Industrial Commission, Legislative
Audit and Fiscal Review Committee, management, and the U.S. Department of Education, and is not intended to
be and should not be used by anyone other than these specified parties.

@"&9% . /V'lﬁfﬂb;'

BRADY, MARTZ & ASSOCIATES, P.C.

November 13, 2007
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EXHIBIT B-1

INDEPENDENT AUDITOR'SCOMMUNICATION
TO THE INDUSTRIAL COMMISSION OF NORTH DAKOTA

November 13, 2007

The Industrial Commission
State of North Dakota
Bismarck, North Dakota

This letter is intended to inform the Industrial Commission about significant matters related to the conduct of the
annual audit so it can appropriately discharge its oversight responsibility and that we comply with our
professional responsibilities to the Industrial Commission.

The following summarizes various matters which must be communicated to you under auditing standards
generally accepted in the United States of America

The Auditor's Responsibility Under Auditing Standards Generally Accepted in the United States of
America

Our audit of the financia statements of the North Dakota Guaranteed Student Loan Program for the year ended
September 30, 2007 was conducted in accordance with auditing standards generally accepted in the United States
of America, Government Auditing Standards issued by the Comptroller Genera of the United States, the
provisions of the Single Audit Act, OMB Circular A-133 and OMB’s Compliance Supplement. Those standards,
circulars, and the supplement require we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement, whether caused by error, fraudulent financial reporting
or misappropriation of assets. An audit includes examining, on atest basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
Accordingly, the audit was designed to obtain reasonable, rather than absolute, assurance about the financial
statements. We believe our audit accomplished that objective.

In accordance with Government Auditing Sandards, we have also performed tests of controls over internal
control over financia reporting and tests of compliance with certain provisions of laws, regulations, contracts, and
grant agreements that contribute to the evidence supporting our opinion on the financial statements. However,
they do not provide a basis for opining on the North Dakota Guaranteed Student Loan Program’s internal control
over financia reporting or on compliance and other matters.

RSM McGladrey Network

An Independently Owned Member
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EXHIBIT B-1, conti.

Significant or Unusual Transactions

We did not identify any significant or unusual transactions or significant accounting policies in controversial or
emerging areas for which there isalack of authoritative guidance or consensus.

Audit Adjustments

For purposes of this letter, professional standards define an audit adjustment as a proposed correction of the
financia statements that, in our judgment, may not have been detected except through our auditing procedures.
An audit adjustment may or may not indicate matters that could have a significant effect on the North Dakota
Guaranteed Student Loan Program’s financial reporting process (that is, cause future financial statements to be
materially misstated). We proposed no audit adjustments that could, in our judgment, either individually or in the
aggregate, have amaterial effect on the Program’s financia reporting process.

M anagement Judgments and Accounting Estimates

Accounting estimates are an integral part of the preparation of financia statements and are based upon
management's current judgment. The process used by management encompasses their knowledge and experience
about past and current events and certain assumptions about future events. Management has informed us they
used all the relevant facts available to them at the time to make the best judgments about accounting estimates and
we considered this information in the scope of our audit. The Industrial Commission may wish to monitor
throughout the year the process used to compute and record these accounting estimates. The most significant
estimates affecting the financial statements were:

Recognition of Administrative Fee Revenue — In order to recognize revenues in the period in which they are
earned, the Program records revenue from adminigtrative fee over the estimated life of an average loan (10
years) on the Alternative Loan Program. Due to reauthorization, deferred revenue related to issuance
premiums on federally guaranteed |oans was recognized as part of the FSLRF balance.

Allowance for Future Loan Losses — The Program has estimated allowance for loan defaults of the
Alternative Loan Program and FSLRF based on an evaluation of outstanding loans guaranteed and
historical default rates on the Program’s FFEL P guarantee activities.

Uncorrected Misstatements

Professional standards require us to accumulate all known and likely misstatements identified during the audit,
other than those that are trivial, and communicate them to the appropriate level of management. The schedule
below summarizes uncorrected misstatements of the financial statements. Management has determined that their
effect isimmaterial, both individually and in the aggregate, to the financial statements taken asawhole.

Allowance for future loan loss $ 76,000
Provision for loan loss $ 76,000

Entry to adjust the balance of the allowance for future
loss account in the Federal Fund that is overstated.



EXHIBIT B-1, conti.

Accounting Policies and Alter native Treatments

Management has the ultimate responsibility for the appropriateness of the accounting policies used by the
Program. The Program did not adopt any significant new accounting policies nor have there been any changesin
existing significant accounting policies during the current period which should be brought to your attention for
approval.

Other Information in Documents Containing Audited Financial Statements

We are not aware of any other documents that contain the audited basic financial statements. If such documents
were to be published, we would have aresponsibility to determine that such financial information was not
materially inconsistent with the audited statements of the Program.

Disagr eements with M anagement

We encountered no disagreements with management over the application of significant accounting principles, the
basis for management's judgments on any significant matters, the scope of the audit or significant disclosures to
be included in the financial statements.

Consultations with Other Accountants

We are not aware of any consultations management had with other accountants about accounting or auditing
matters.

Major Issues Discussed with Management Prior to Retention

No major issues were discussed with management prior to our retention to perform the aforementioned audit.

Difficulties Encountered in Performing the Audit

We encountered no significant difficulties in dealing with management in performing our audit. Rather, we
received excellent cooperation on a timely basis from management and accounting personnel regarding
information and client-prepared schedules that we requested.

This report is intended solely for the information and use of the North Dakota Industrial Commission and
management of the North Dakota Guaranteed Student Loan Program, and is not intended to be and should not be
used by anyone other than these specified parties. Thank you and the employees of the Bank for the courteous and
friendly assistance we received during the course of our audit. It isapleasure for usto be able to serve the North
Dakota Guaranteed Student Loan Program.

8@9%/)/&33;

BRADY, MARTZ & ASSOCIATES, P.C.

November 13, 2007



